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1. The primary cause of the high price of 20ff2e in the US 1s $ shortage of Brazile-
ian coffee csused by adverse weather conditions in Brazil. |The past crop was
virtually helved by drought; the curreant crop, which will be harvested during
the spring of 1954, was seversiy atfected by frost. i

2. The fiscal policy of the Brazilian govermment is an importnﬂt saocondary cause
of the rise in price. That policy conoints in the grantiog|of successive
benafite or bonuses to coffee exportary,and it rzsults 4n the vithholding of
largs quentities of coffee Irem the market hecause the owners of the coffee are
reluctant to sell 1% when auother govarnnent denefit or bonus, and a consequent
rise in price, may be Just arcund the cornur. !

\

3. When the new foreign exchange laws weres passcd by the Brnzilin.n govermment
during 1953, coffee exportears were reguirsd, like ell other | oxportere, to con-
vert their dollar credits 1nio cruzeiros at the state bank. | They werc, hovever,
given & proference over certairn Sther cxporters by teing pcrmitmd to exchange
at 8 higher rate than the officinl on~ sush credits as resulted from nales of
coffee in excess of UBSO 51 par pouzd Daxing the fall of 1953 the goverument
gracted another bonus to coffes sxporterr by cnacting o law which parmitted
them to obtain for their dnilar iredits five cruzeiros mora than the efficial
rate, That 415, 1f the off!cial rats ror dollar mxchange 10, say, 18.36, coffee i
exporters ore abla to convert At the rate of 23.86. But eveon 8o, coffem AX- ;
porters axre not in us favoroedble a ponition as exportern of othhr commodities. }
Thone who axport cocoa, for axample, are permitted to sxchangs their doller
credits at 10 cruzeiros above the officlal rute. The coffee growers and brokers
feml that this constitutos a Aiscrimination againat them and they axe conatantly
oxerting presours on the governmend, to ralsn the coffece honus to 10 cruzeiros.

A groat meny of them are confident that the raisec will poon dbe granted. If the
raimse 1s grantad, 1t will unquestionadly ccues &r increans in the price of coffee
in Brazil by several.zents par pound. Consequently, the Brazilians who own
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coffee and are able to keep 1t off the merket <o 50? the expectation of
getting & bettex price after the bonus increase 1s granted. In warket terms,
the coffee in Brazil 1o 1n "strong hards® as a result of the government's
policy and this fact has unacubtedly coatributed to‘ e rise in price.
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When and if the bonus is increased the price of cottpe in Brazil will rise
temporarily but there will then be less of an 1ncentt:e to hold 1t, and the
net result will be more coffee coming on the market|and an ultimate reduction

in price in the UB, -

Bpeculation in the UB has a very slight effect on coffee prices. The Hew York
Bxchange, which 1 by far the largest in the country, handles transactions which
snount, in dollsar volume, to less than 5% of the total coffee izmported into this
country. Most of the transactions oz the exchange are legitimate hedges against
existlng commitments, and out-and-out speculation accounts for a very small
fraction of the ecxchange!s business. ;

Another factor which contributes to nhigh coffee prirj:oq 48 the ocean freight.
Befores World Wer II, the froeight rate between Brazil and UB ports was .25
per bag. The rate is now UB$2.00 per bag and the stsamehip lines have announced
that the rate will soon be increased to UB$2.25 per | beg.
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